Case 3C—Limitation on Immediate Recognition of Transition Obligation

443. Company F plans to adopt this Statement for its financial statements for the vear
begiming Jamary 1, 1993, Company Fs postrefirement defined benefit heatth care plan iz
presently accounted for on & pay-as-you-go basis.

444, On Janvary 1, 1991, Company F acquires Company G and accounts for the business
combination as a purchase pursnant to APB Opindon No. 16, Business Combinztions. Compary
G has a postretirement health care plan that Company F agrees to combine with its own plan.
Company F assumes the accumulated postrelirement benefit obligation of Company G's plan us
part of the acquisiion apreement. However, at the date the buginess combination is
consummated, no liability is recognized for the postretirement benefit obligalion asswmed.

445. On July 3, 1992, Company F amends its postretirement benefit plan to provide
postretivement life insurance benefis to its employees; employees are given credit for their
service prior to that date. At the date of the plan amendment, prior service cost i cetimated at
$250,000. Average remaining years of service to the full eligibility dates of the plan participants
active at the date of the amendment is 25 years.

446, At December 31, 1992, the accurnulated postretirement benefit obligation 1s $2,000,000,
there are no plan assets or acomed postretirement benefit cost. On Jamuary 1, 1993, when
Company F adopts this Statement, it elects to recognize immediately the transition obligation.
Because the plan amendment occurred after December 21, 1990, Company F must treat the
effect of the amendment as unrecognized prior service cost (paragraph 111). Company F elects
to recognize prior service cost on a straight-line basis over the average remaining years of
service to full eligibility of the active plan participants as permitted by paragraph 53. Therefore,
at December 31, 1992, the remaining prior service cost to be recognized over those plan
participants’ Adure years of service to their full eligibility dates is $245,000 ($250,000 less
£35,000 retroactively recognized for the periad from Fuly 3, 1992 to December 31, 1992).

447. Becavse the purchasc busincss combination also occurred after December 21, 199Q,
Company F must retroactively reallocate the purchase price to the assets acquired and
obligations assumed to reflect the postretirement benefit obligation assumed. Company F
determines that the postretirement benefit obligation it assumed with the acquisition of Company
G, measured as of the date of the acquisition, was 3$800,000. The cumulative effect on
statermnents of income for the period January 1, 1991 to December 31, 1992 it the amortization of
additional goodwill {$40,000), which Company F recogrizes in 1993 as part of the effect of the
change in accounting (paragraph 111).

448, On Jamary 1, 1993, Company F rechgnizes on its statement of financial position goodwill
of $760,000 and an obligation for pastretirement benefits of $1,755,000 ($2,000,000 unfinded
postretirement bencfit obligation less $245,000 unrecognized prior service cost). The differcnce
of $995,000 (§1,755,000 - $760,000) is recognized in the statement of income as the effect of an
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accounting change and comprises the following:

Consequences of events affecting accumulated
postretirement benefit obligation other than

the business combination and plan amendment $950,000
Amortization of goodwill for prior purchase business

combination 40,000
Amortization of prior service cost for prier plan

armendment 5,000
Effect of acconnting change F995 000

The wnrecognized prior service cost ($245,000) will be recogrized on a delayed basis over the
temairing 24.5-year amortization period for the plan participants active at the date of the
amendment.

Illustration 4—Plan Amendmenis and Prior Service Cost

449, This Statement requires that, at a minimum, prior service cost arising from a plan
mnifiation or plan amendment be recognized by assigning an equal amount of the prior service
cost to each remaining year of service to the full eligibility date of each plan participant active at
the date of the plan initiation or amendment (paragraph 52). Consistent use of an altemative
amortization method that more rapidly reduces the unrecognized prior service cost is permitted
(paragraph 53).

450. .Company H has a postretirement benefit plan that provides benefits to employees who
render at least 20 years of service after age 35. On Janvary 2, 1994, Company H amends its
postretirement benefit plan to increase the lifetime cap on benefits provided, resulting in
unrecognized prior service cost of £750,000 (the increase in the accumutated postretirement
benefit obligation as a result of the plam amendment). Ameortization of that unrecognized prior
service cost is illustrated in Cases 44 and 4B {paragraphs 451-454).

Case dA—Equal Amount Assigned to Each Future Year of Service iv Full Eligibility Date

451. The determination of the amortization of prior service cost 15 based on remaining years of
gervice prior to the full eligibility date of each plsn participant active at the date of the
amendment but not yet. flly eligible for benefits. (Refer to the glossary for the definition of plan
participant.) Puture years of service of active employees who are not plen participants are
excluded. Each remaining year of service prior to the fll eligibility date of each active plan
participant not yet fully eligible for benefits is assigned an equal share of the prior service eost
(paragraph 52). Thus, the portion of prior service cost to be recogmzed in each of (hose future
years is weighted based on the mumber of those plan participants expected to render service in
each of those future years,
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452, At the date of the amendment (Jannary 2, 1994), the Company H has 165 employees of
whom 15 are fully eligitle for benefits, 10 are under age 35, and 40 are expected to terminate
before becoming eligible for any benefits. Becanse the 10 employees under age 35 have not met
the age requirements to participate in the plan (only service afler age 35 is credited) and 40
employees e not expected to receive benefits under the plan, those 50 employees are not
considered to be plan participants and, therefore, are exclnded from the calenlation. The 15 fully
eligible plan participants also are excluded from the calcnlation because they do not have o
render any additional service to eam the added benefits. The remaining 100 employees have not
yet eamed the full amount of the benefits they are expected to earn under the plan. Those
employces are expected to becoms fully eligible for those benefite over the next 20 years. Their
remaimng years of service to full eligibility for benefits is the basis for amortization of the prior
service cost.

453, The following schedules illnstrate the caleulation of the expected remaining years of
service prior to fill eligibility (Schedule 1) and the amortization schedule for recognizing the
prior service cost (Schedule 2). Employees hired after the date of the ptan amendment or who
aftain age 35 after the date of the plan amendment do not affect the amortization nior do revised
eetimates of remaining years of service, except those due to a curtailment.
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Schedule 1--Determinntion of Expected Rematnlng Years of Serwoe Prior io Full Edgibiflty as of Janveny 1, 1994
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Schedule 2—Amortization of Unrecognized Frior Service Cost

Beginning-of- Amortization End-of-
Year of-Year Bajance Rate Amortization Year Balance
1994 $750,000 100/932 $80,472 £669,528
1995 569,528 96/932 77,253 392,275
1996 592,275 907932 72,425 © 519,850
1997 519,850 85/932 53,401 451,449
1498 451,449 80/932 64,378 387,071
1999 387,071 737932 58,745 328,326
2000 328,320 68932 54,721 273,605
2001 273,605 59/932 47,479 226,126
2002 226,126 52/932 41,845 184,281
2003 184,281 47/532 37,822 146,459
2004 146,459 42/932 33,798 112,661
2005 112,661 38/932 30,579 82,082
2006 82,082 30/932 24,142 57,940
2007 57,940 22/932 17,704 40,236
2008 40,235 17/932 13,680 26,556
2009 26,556 13/932 10,461 16,093
2010 16,093 10/932 8,047 8,048
2011 8,048 6932 4,828 3,220
2012 3,220 3/932 2,414 806
2013 806 17932 306 0

Cuse dB—Straight-Line Amortization over Average Remaining Years of Service to Fwil Eligibility
Date .

454. To reduce the complexity and detail of the computations shown in Case 4A (paragraph
453, Schedules 1 and 2), alternative amortization approaches that recognize prior service cost
related to plan amendments more rapidly may be applied if used consistently (paragraph 53).
For example, if Company H (Case 4A) elects to use straight-line amortization of prior service
cost over the average remaining years of service prior to full eligibility for bencfits of the active
plan participants (932 future service years/100 employees = 9.32 years), the amoriization would
be as follows:
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Beginning-of- End-of-
1994 $750,000 $80,472° £669,528
1095 669,528 80,472 589,056
1996 589,056 80,472 508,584
1997 508,584 80,472 428,112
1998 428,112 80,472 347,640
1999 347,640 80,472 267,168
2000 267,168 50,472 186,596
2001 186,696 80472 106,224
2002 106,224 80,472 25,752
2003 25,152 25,752 0

#£750,000 =+ 9.32 years = $80,472.

Motz Under this approach, the first years amortization is the same as the first year's amortization wnder the
weightod pemaining years of service method illustraed in Case 4A (paragraph 453, Schedule 2). Therenfter, the
amortization pattem will differ.

Tllustration S—Accaunting for CGains and Losses and Timing of Measurements

455, Giains and losses are changes in the amount of the accumulated postretirement benefit
obligation or plan assets resulting from experience different from that assumed or changes in
assumptions (paragraph $6). This illustration demonstrates the effects of gains and losses in
accounting for postretirement benefits for Company I from 1993 to 1995. Case 3A (paragraphs
457-461) illustrates the accomnting for a loss resuiting from changes in assumptions in measuring
the accuntulated postretirement benefit obligation. Casze 5B (paragraphs 462-464) illustrates the
effect of a gain when the return on plan assets exceeds projections. Case 5C (paragraphs
465-467) illustrates the accounting in a year when both gains and losses are experienced,

456. Company I adopts this Statement for the fiscal year begimming January 1, 1993 and elects a
December 31 measurement date {date at which the accumulated postretirement benefit obligation
and plan assets are measured). Alternatively, as discussed in paragraph 72, the company could
choose a measurement date not earlier than September 30. The company's accumulated
postretirement benefit obligation on December 31, 1992 is $6,000,000, and the plan is unfonded.
Beginming in 1993, and unless otherwise noted, the company funds at the end of each year an
amount equal to the benefits paid that year plus the service cost and interest cost for that year.
For illustrative purposes, the following assumptions are wsed to project changes in the
accumtated postretirement benefit obligation and plan assets during the period 1993-1995:
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1993 1994 1995
Discount rate 9.5% 9.0% 9.0%
Expected long-term rate of returmn on plan assets 10.0% 10.0%
Average remaining years of service of active
plan participants 12 12 12

Case SA—1.ass on Obligation

457. The reconciliation of the funded status of Company I's posiretirement benefit plan with the
amomt shown in the statement of financial position at the date of transition (Jannary 1, 1993)
follows:

Actual

1023
Accumulated postretirement benefit obligation $(6,000,000)
TFlan asgets at fair value i
Funded status (6,000,000)
Unrecognized transition obligation 5,000,000
(Accrued)/prepaid postretirement benefit cost b 1]

458. Pursuant to peragraph 112, Company | elects to amortize the unrecognized transition
obligation over a 20-year period rather than the average remaining service period of active plan
participants at the date of transition (12 years). Projected changes in prepaid postretirement
benefit cost, accnmulated postretirement benefit obligation, nnrecognized transition obligation,
and plan sssets in 1993 are summarized as follows:

Prepaid Accumuiated
Postretirement Postretirement  Unrecognized
Benefit Benefit Transition Flan
C Qblirali Oblizali A
Beginning of year 3 0 $(6.000,000) $6.000000 $ 0
Recognition of components
of net periodic postretirement
benefit cogt:
Service cost (300,000) (300,000)
Interest cost (570,000) (570,060)
Copyright © 1990, Financial Accounting Stendards Bowrd Mot for redishribution
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Amortization of

transition obligation _{300,000% —{(300,000)
(1,170,000) (870,000} (300,000)
Assets contributed to plan 1,500,000 1,500,000
Benefit payments from plan . __ 630,000 _(630.000)
Net change 330,000 (240.000) (300.000) 870,000
End of year—projected $ 330000  §6:240.000) 5700000  $ 870,000

459, When Company I's plan assets and obligations are measnred at December 31, 1993, the
accumulated postretirement benefit obligation is $760,000 greater than been projected (a loss
occurs) because the discount rate declined to 9 percent and for various other reasons mol
specifically identified. Company | elects to amortize amounts in excess of the "comridor” over
the average remaining service period of active plan participants. *

460. The change in the fimded stams of the pan at December 31, 1993 [fom amounts projected
and the reconciliation of the funded status of the plan with the amount shown in the statemant of
financial position at that date follow: '

Projected Actual
1281/ Net Losg L3103
Accumulated postretirement benefit
obligation $(6,240,000) $(750,000) $(7,000,000)
Plan assets at fair value 870,000 870,000
Funded status (5,370,000) (760,000) {6,130,000)
Unrecognized net loss 760,000 760,000
Unrecognized transition obligation 3.700.000 5,700,000

Prepatd postretirement benefit cost $ 330000 0 3 330000

461. In addition to the funded stwtus reconciliation, the 1993 finmeial stalernents include the
following disclosure of the components of net periodic postretirement benefit cost {as required

by paragraph 74(b}):

Setvice cost § 300,000
Intorest cost . - 570,000
Amortization of transition obligation —300.000
Net periodic postretirement benefit cost £1.170.000
Copyright © 1990, Financial Accounting Standards Board ot For redisibution
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Case SH—Gain on Assets

462. Changes in prepaid postretirement benefit cost, accumulated postretirement bensfit
obligation, unrecognized transition obligation, unrecognized mnet loss, and plan assets are
projected at the beginning of the year. That projection serves as the basis for interim accounting
until a subsequent event ocours requiring remeasirement. The projection at the beginning of
1994 follows:

. Accniulaled
Prepald Postretirement Unrecognized
Postretirement Benefit Transitlon Unrecognized
BenelltCost = _Obllgation  _Obligation . . _Netlass . PiapAssets
Beginning of year $ 330000 $(72.000,000) $5.700,000 $760.000 $ 870,000
Recognition of components of
net periodic postrelirement
benefit cost:
Service cost (320,000) (320,000)
Inferest coat (630,000} (630,000)
Ameortization of transition
obligation © (300,000) (300,000)
Amortization of
unrecognized net loss * (5,000) (5,000)
Expected retum on plim
assets 87,000 £7,000
{1,168,000) {950,000) (300,000) {5,000) 87,000
‘Assets contributed toplan 1,650,000 1,650,000
Benefit payments from plan 700,000 {700,000
Net change 482,000 —{230.000)  _(300.000) _{(5.000) _L0O37.600
End of year—projected S.E12.000 B7,230.000) £3.400.000 $735.000 $L207.000

ARefer to Schedule 2 {paragraph 469) for computation.
BRefer to Schednls 1 [paragraph 468) far computation.
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463. When Company I's plan assets and obligalions are measured at December 31, 1994, the
fair value of the plan assets is $150,000 preater than expected {an experience gain) becanse
market performance was better than the 10 percent return that was assumed. The change in the
funded status of the plan at December 31, 1994 from amoumnts projected and the reconaliation of

the funded status of the plan with the amount shown in the statement of financial position at that
date follow:

Projected Actnal
12/31/94 Net Gain 12/31/94

Accumulated postretirement benefit

obligation 5(7,250,000) B(7,250,000)
Ptan assets at fair value _1.507.000 $£150.000 € 2.057.000
Funded status (5,343,000) 150,000 (5,193,000)
Unrecognized net (gain) oz loss 755,000 (150,000) 605,000
Unrecognized transition obligation 5,400,000 3,400,000
Prepaid postretirement benefit cost & 812000 § Q § 812,000

“Refer to Schedule 1 {paragreph 46&) for computation.

464. The 1994 financial statements include the following disclosure of the compenents of net
periodic postretirement benefit cost

Service cost $ 320,000
Interest cost 630,000
Actual retarn on plan assets ¢ (237,000
Amortization of transition ohligation 300,600
Met amortization and deferral © — 133,000
Net pericdic postretirement benefit cost $1.168.000

dRefer to Schedule 3 (paragragh 470} for computation.
®Refer to Schedule 4 {paragraph 471) for computation.
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Case SC-—-Loss on Assels and Gain on Obligation

465. Projected changes in prepaid postretirement benefit cost, accumulated postretiremnent
benefit obligation, unrecognized transition obligation, unrecognized net loss, and plan assets for
1995 are summarized as follows:

Accumaioted
Prepuld Postretframent  Unrecognized
Postretirement Benefit Transition  Unrecognized
—BenefiiCost . Obligation  _ Obligatlon _ NetToss  Plan Assels -
Beginning of year 2 812,000 H(7.250.000) 53.400,000 $605.000 5L037.000
Recognition of components of
net periodic postretirement
benefit cost:
Service cost (360,000) (360,000)
Interest cost (652,500) (652,500}
Amontization of transition
cbligation (300,000) (308,000
Amortization of
unrecognized
net loss & 0 0
BExpected return on
plen assete b 193,700 —193.70¢
{1,118,800) {1,012,300) (300,000) 0 193,700
Agssets contributed to plan 1,912,500 1,912,500
Benefit payments from plan 900,000 _(900.000)
Mel change 793,700 (112 500y _{300,000) Q 1,206,200
End of year—projected ELE0STD0  B(Z362500)  SSA000D0  S60S0Q0 S3263.200

ARefer to Schedule Z (paragraph 469) for computation.
bR efer 1o Schedule 1 [paragraph 463) for computation.
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466, When Company I's plan assets and obligations are measured at December 31, 1995, both
an asset loss of $220,360 and a liability gain of $237,260 are determined. The change in the
funded status of the plan at December 31, 1995 from amounts projected and the reconciliation of
the funded status of the plan with the amount shown in the statement of financial position at that
dute follow:

Projected Net Actual
1281/95 Gainfloss 1231095

Accumilated postretitement benefit

obligation $(7.362,500) $237,260 $(7,125,240)
Plan assets at fair vatue 3,263,200 (220.360)° 3.042.840
Funded statug {4,099,300) 16,900 (4,082,400)
Unrecognized net (gain) or loss 605,000 (16,5000 588,100
Unrecognized trangition obligation 5,100,000 5.100.000
Prepaid postretirement benefit cost $1.605.700 5 Q 31605700

Refer t Schedule 1 (paragraph 468) for computation.

467. The 1995 financial statements include the following disclosure of the components of net
periodic postretirement benefit cost:

Service cost 5 360,000
Interest cost 652,500
Actual 10ss on plan assets 9 26,660
Amortization of transition obligation 300,000
Netamortization and deferral © (220,360}

Net periodic postretirernent benefit cost BL1IBR0Q

ORefer ta Schedule 3 (paragraph 470) for computation.
CRefer to Schedule 4 {paragraph 471) for computation.

Supporting Schedules

Schedule 1—-Ploa Assets

468. This Statement requires use of an assumption about the long-terin rate of return on plan
assets and a market-related value of plan assets to calculate the expected return on plan assets. 1f
the find holding plan assets is a taxable entity, the expected long-term rate of tetumn on plan
asgets is net of estimated income taxes, and the nonbenefit liability for accrued income taxes
reduces plan assets. This Statement defines market-related asset value as cither fair value or a
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calculated value that recogmizes changes in fair value in a systematic and rational manner over
not more than five years (paragraph 57). This schedule reflects the caleulation of market-related
value, the fair value of plan assets, the actual retam on plan assets, and the deferred asset gain or
Loss for the year (the difference between actal and expected return on plan assets included in the

Sckedule 2—Text for Amortigmtion af Unrecognized Nl Gain or Loss

469. This Statement generally does no! require recognition of any of the gain or loss in the
period in which it arizes and permits 8 mimimum amortization of an unrecognized net gain or Loss

net amortization and deferral component of net periodic postretirement benefit cost). whereby the net amount in excess of the "cormidor” is amortized over the average remaining

service period of active plan participants (paragraph 59 and paragraph 439, footnote a). That

1993 1994 1995 allows a reasonable opportunity for gains and logses to offset each other without affecting net
periodic postretirement benefit cost.
Expected long-term rate of retum on plan assets : 10.0% 100%
Beginning balance, market-related value @ $ 0 3870000 51937000 2R 1394 1995
Contributions to plan (end of year) 1,500,000 £,650,000 1,912,500 -
. : £0% of beginning balance of accumulated
Benefits paid lan 630,000 700,000 900,000 . P .
Expeo!adp:;m:g?gn plan assets ¢ ) ¢ a7 000) (193 700) postretirement bhenefit obligation 5600,000 3700 $725.000
70,000 1,907,000 3,143,200 .
20% of each of last 5 years' asset gaing (losges) 30,000 (14.072) 10% of beginning balance of market-related 0 700
Ending balance, market-retated value § 870,000 $1,937.000 £3.]29.128 value of plan assets © R $193.700
Beginning balance, fair valne of plan assets $ 0§ 870,000 £2,057.000 Greater of the ahove $600.000 £700.000 725,000
Coniributions to plan 1,500,000 1,650,000 1,912,500 _ o
Benefits pald : (530,000) UOO,mo) (900,000) Umecogmzed net (gaill) loss at begm_mng ufyem" $760,000 $605,000
Actual tetum (loss) on plan assets b — 0 _ 237000 —{(26.660) Asset gain (loss) not included in beginning
Ending balance, fair value of plan assets 3 870,000 $2.057.000 £3.042 240 balance of ’_“a"ket"'e]““‘jd V?‘l“e f —d —120.000
Delerred asset gain (oss) for year © $ 0 $ 150,000 $.(220.360) Amount subject to amortization £60.000 £722.000
. . . ) Amount in excess of the corridor

Gain {loss) not included in ending balance subject to amortization $ 60,000

market-related valne 4 L 0 £ 120,000 § (86288) . 2

Divided by average remaining

— service period (years) 12
2This example wzes an approach that adds in 20% of each of the last 5 years’ gains or losses.
YRefer to Schedule 3 (paragraph 470) for compuiation. Required amortization 55,000

€(Actual reture: on plan assets) — (expeeted retum on plan assets).

9(Ending balance, fair value of plan assets) — (ending balance, market-velated value of plan assets). Refer to Schedule | (paragraph 468) for calculation of merket-related volue of plan assets,

IRefer to Schedule 1 {prrmgraph 468) for calculation of gain ar foas not included in prior year's ending balance
market-related value.
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Schedule 3-—Determination of Actal Reinm or Loss on Plan Asvets

470. The determination of the actual return or loss on plan assets component of net periodic
postretirement benefit costis as follows:

1993 1994 1993
Tlan assets at fair value, beginning of year 5 0 $ 870,000 % 2,057,000
Plis: assets contributed to plan . 1,500,00¢ 1,650,000 1,912,500
Less: benefit payments from plan {630.000) (700,000) {900,000}

870,000 1,820,000 3,069,500
Less: plan assets al fuir valee, end of year (870,000} (2.057.000) (3,042,840}
Actual (return) loss on plan assets b i) £ 237,000 326660

Schodsle S—Detormination of Net Amortization and Deferrl

471. The net amortization and deferral component of net periodic postretirement benefit cost
required to be disclosed pursuant to paragraph 74(b) is determined as follows:

1994 1995
Amortization of unrecognized net (gain) orloss & ¥ 5,000 3 V]
Deferred asset gain (Joss) for year 1 150,000 (220360)
Net amortization and deferral E155,000 $220360)
&Refer to Schedule 2 (paragraph 469) for computation.
hRefer to Schedule 1 (paragraph 463) for computation.
Copyright © 1990, Rnancial Accounting Standards Board Mot Far redi sribition.
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Mlustration 6—Defined-Dollar Capped Plans

472, The following cases (6A and 6B, paragraphs 473-178) demonstrate the operation of
defined-dollar capped plang and the possible cffect of the "cap" on projecting costs for purposes
of measuring the accumulated postretirement benefit obligation and net periodic postretirement
benefit cost. The examples are simplified and illustrate only one aspect of the measurement
process (paragraph 17 and paragraph 33, footnote 13).

Case 6A-—Dollar Cap Defined on Individual Coverage

473. Company ] sponsors a postretirement health care plan for its salaricd employees. The
plan has an annual limitation (a "cap") on the dollar amomnt of the employer's share of the cost of
covered benefits inciwred by a plan participant. The retiree is responsible, therefore, for the
amomnt by which the cost of the benefit coverage under the plan incnmed dwring a year exceeds
that cap. The company adjusts the cap anummally for the effects of inflatton, For 1993, the cap is
$1,500; the inflation adjustment in 1994 and 1993 is assunted to be 4 percent. The employer's
health care cost trend rate assumption is 13 percent for 1594 and 12 percent for 1995,

474, The employers prajected cosl. of providing benefit coverage in 1993-1995 for a
67-year-old retiree follows. Similar projecions are made for each age at which a plan
participant is expected to receive benefits under the plan. In this example, the incurred claims
cost exceeds the cap on the employer's share of the cost in each year.

Exvected Cost for 67-Year-Old Retirce
1993 1224 1295
Gross eligible charges $3,065 $3,163 $3,879
Medicare ® (390) (1,003) (1,125)
Deductible/coinsurance (325) (3400 335
Incurred claims cost $1.850 §2.120 $2.395
Annual cap on employer's cost 51,500 $1,560 $1,622
Employer's share of incurred claims cost 81,500 $1,560 § 1,622
Retiree's share of gross eligible charges b $ 675 & 900 B 1132

8The change in Medicare reflects the portion of the gross ¢ligible charges for which Medicare is responsible under
enacted Medicare Legisletion.

bpedactiblefcoinsurance plus share of imcurred claims:
1993—{[$325 + (1,850 — $1,500)); 1994—[$340 + (82,120 — 51,360)]; 1955—[$355 + (82,399 - $1,622)).

475. If, based on the health care cost trend rate assumptions, the emyployer's share of costs for
cach plan participant is not expected to be less than the cap in the fiture, Company J could
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measure its expected postretirement benefit obligation by projecting the annual cap. However, if
per capita claims date for some plan participants or estimates of the health care cost trend rate
indicate that in the future the employer's share of the incurred claims cost will be less than the
cap for al least some plan participants, the employer's obligation is to be measured as deseribed
in paragraphs 34-42,

Case 68-—Dollar Cap Defined in the Aggregale for the Retiree Group

476. Company K sponsors a contributory postretirement health care plan for its hourly
employees. The plan has an annual mitation (a "cap") on the dollar amount of the employer's
share of the cost of covered benefits incurred by the retiree group as a whole. The Company
agrees to bear annual costs equal to a specified dollar amount {$1,500 in 1993) multiplied by the
number of retired plan participants (the employer comtribwtion), participating retirees are
required to contribute a stated amount each year (81,000 in 1993). The cap on the employer's
share of annual coste and the refirees’ contribution rates are increased 5 percent anmmally. The
shortfall in a year (the amount by which ineuered claims cost exceed the combined employer and
reliree contributions) is inittally borne by the employer but is passed back fo retrees in the
subsequent year throngh supplemental retivee contributions for that year (a retrospective
adjustment).

477, The employer projects the apgregate cost of benefits expected to be paid to current plan
participants (40 retirees) in each future period as follows:

1993 1994 1995
Chross eligible charges $160,000 $215,000 $£197,000
Medicare {46,500) (62,350) (57300)
Deductible/coinsurance (20,750) (27.,440) (24.700)
Incorred claims cost 292750 5125210 £1135.000
Retiree contributions ® 540,000 $42,000 $ 44,080
Maximum employer contribution b —60.000 —63.060 _66.160

5100000 105000 3110240

Shortfall (to be recavered by additonal
retiree contributions in subsequent year) $20,210 & 4760
Supplemental contribution from retirees

due to shortfall in prior year £20,210

®Perretires: [993—$1,000; 1994—$1,050; 1995—51,102.

* bPerretiree: 1993—81,500; 1994-—51,575; 1995--51,654.
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478. If, as in this example, retirees absorb the entire shortfall in annual contributions and if
there ie a projected shortfall for all fiture yeare, the cmployer could measure its expected
postretirement benefit obligation by projecting its annual contribution (comtribution mte X
expected number of retirees = expected obligation for the year).

Illustration 7—Diselogure Requirements

479. This Statement requires an employer to disclose information in its financial statements
about the obligation to provide postretirement benefits and the cost of providing those benefits.
Paragraph 74 describes the disclosures required for defined benefit postretirement plans
(paragraphs 77 and 78 describe how those disclosures may be aggregated by an employer with
more than ene postretirement benefit plan), paragraph 106 describes the disclosures required for
defined contribution plans, and paragraph 82 descibes the disclosures required for
multiempioyer plans.” The following cases (JA-7C, paragraphs 480-483) illusirate those
disclosure requirements. For simplicity, comparative financial statements are not prescnted.

Case 74-—Single-Employer Defined Bencfit Postretirement Plan

480. Paragraph 78(8) permits an employer to combine the disclosures for health and other
welfare benefit plans unless the accumulated postretirement benefit obligation of the plans that
provide primarily other postretirement welfare benefits is significant relative to the aggregale
accumulated postretirement benefit obligation of all the employer’s postretirement benefit plans.
For an employer that provides more than one defined benefit postretirement plan, the disclosure
for the year ended December 31, 1993 would be as follows. Because the life inswrance plan is
not significant, it is combined with the health care plan for disclosure purposes as permitied by
paragraph 78.

Note X: The company sponsors two defined benefit postretirement pluns {hat cover both salaried
and nonsalaried employees. One plan provides medical and dental benefits, and the other
provides life insurance benefits. The postretirement health care plan is contributory, with refires
contributions adjusted annually, the life insurance plan is noncontributory. The accounting for
the health care plan aﬁtic-ipates future cost-sharmg changes o the written plan that are consistent
with the company's expressed intent to increase retiree contributions each year by 50 percent of
the excess of the expected peneral inflation rate over 6 percent. On July 24, 1993, the company
amended its postretirement health care plan to provide vision coverage. Beginning m 1993, the
comparty adopted a fiunding policy for its postretirement health care plan similar to it funding
policy for its life inswrance plan—an amount equal to a level percentage of the employees’
salaries is coniribnted to the plan amnually. For 1993, that percentage was 4.25, and the
aggregate contribution for both plans was $34,000.

The following table sets forth the plans' combined finded status reconciled with the amount
shown in the company's statement of financial position at December 31, 1993
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Accumulated postretirement benefit obligation:

Retirees $(187,000)
Fully eligible active plan participants (100,000)
Other active plan participants (297,400)
(584,400)
Flan assets at fair valie, primarily listed 1.5, stocks
and bonds — 87060
Accumulated postretirernent benefit ohligation
in cxcese of plan asscts (496,440)

Unrecognized net gain from past experience
difFerent from that asewmed and from

changes in assumptions (40,000
Prior service cost not yet recognized in net

periodic postretirement benefit cost 19,000
Unrecognized transition ebligation 470,250
Accried postretiremnent benefit cost $ (47,190

The company's postretirement health care plan is underfunded; the accumulated postretirement
benetit obligation and plan assets for that plan are $552,400 and $36,800, respectively.

Net periodic postretirement benefit cast for 1993 mcluded the following components:

Service cost—benefits attnibuted 1o

service during the period $15,000
Intersst cost on accumulated postretireient benefit obligation 44,400
Actual retum on plan assets {3,960)
Amortization of transition obligation over 20 yearg 24,750
Net amortization and deferral 1.000
Net periodic postretirement benefit cost $81.190

For measurement purposes, a 16 percent annual rate of increase in the per capita cost of covered
health care benefits was assumed for 1994, the rate was assumed to decrease gradually to &
percent for 2020 and remain at that level thereafter, The health care cost trend rate assumplion
has a significant effect on the amounts reported. To illustrate, increasing the assumed health
cave cost trend rates by | percentage point in each year would increase the accumulated
postretirement benefit obligation as of December 31, 1993 by $73,000 and the aggregate of the
service and interest cost components of net periodic postretirement benefit cost for the year then
ended by $13,000,

The weighted-nverage discount rate used in determining the accumulated poétreﬁrement benefit
obligation was 8 percent. The trmst holding the plan assets is subject to federal income taxcs ata
34 percent tax rate. The expected long-term rate of return on plan assels afler estimated inxes
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was 0.5 percent.
Case 7B —Definad Contribition Plan

481. An illustration of the disclosure for a defined contribution plan follows:

Note X: The company sponsors a defined contribution postretirement health care plan covering
substantially all of its employees i both its chemiculs and mutomotive subsidianes. The
company's contrbutions and cost arc determined amnually as 1.5 percent of each covered
employee's salary and totaled $369,000 in 1993,

Case 7C—Multizmploper Plan

482. An illustration of the disdloswre for a multiemployer plan follows:

Note J: The company's trucking subsidiary participates in a multiemployer plan that provides
defined postretirement health care benefits to substantially all wnionized workers in that
snbsidiary, Amounts charged to posiretirement benefit cost and contdbuted to the plarn totaled
$319,000in 1993.

483, If the information regarding the amount of postretirement benefit cost recognized during
the period (disclosed in paragraph 482) is not available and the postretirement health and welfare
benefits are provided through a general health and welfare plan, the amount of the aggregate
required contribution to the general health and welfare benefit plan should be disclosed as
follows {paragraph 82(b)):

WNote 3z The company's trucking subsidiary participates in a multiemployer plan that provides
substantially all vniorized workers in that subsidiary with health care and other welfare henefits
during their working lives and after refirement. Amounts charged to benafit cost and contributed
to the health and welfare plan for those benefits totaled $400,000 in 1993.

Illustration 8—Accounting for Seltlemenis

484. This Statement provides for delayed recognition of the effects of a plan initiation or a plan
amendment, the transition obligation or tramsition asset, and gains or losses arising in the
ordinary course of operations. In certain circumstances, however, recognition of some or all of
those previowsly delayed amounts is appropriate.  Settlements am events that may require
income o expense recognition of certain previously wirecognized ammmts and adjnstments to
liabilities or assets recognized in the employer's statement of financial position. The settlement
of all or part of the accumulated postretirement benefit obligation is the event that requires
recognition of all or part of a previonsly umrecognized net gain or loss and unrecognized
transition asset. A setflement also may accelerate recognition of a transition obligation under the
constraint in paragraph 112 (paragraphs 92 and 93). The following cases (8A-8C, paragraphs
485-495) il lnstrate the accommting for settlements in vanious circomstarnices.
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Case $4—Settlement When an Unrecognized Transition Obligation Exists

485. Company L sponsors a postretirement life inswrance plan.  On January 1, 1993, the
company adopts this Statement, prior to that date it accounted for postretitement benefits on a
pay-as-you-go (cash) basis. On December 31, 1994, Company L settfles the accumulated
postretirernent benefit obligation for its current retirees (3$70,000) through the purchase of
nonparticipating life inswrance contracts.

486, In accounting for the settlement, Company L must determine whether recognitton of an
additional amount of any unrecognized transition obligation is required pursnant to the constraint
on delayed recognition of the transition obligation (pamsgraphs 112 and 113). At Decomber 31,
1994, the cnmulative postretirement benefit cost accrued subsequent to the date of transition
exceeds the cumulative benefits payments subsequent to that date (including payments made
pursuant to the selllement) in this example, thus, the constraint on delayed recognition of the
transition obligation is not operative. The results of the setilement are as follows:

December 31, 1094
Before After

Settlement ~  Settfement —  Settlement

Accumnlated postretirement benefit

obligation $(257,000) $70,000 £(187,000)
Plan assets at fair value 73.000 {70.000)* 3.000
Funded status (184,000) 0 (134,000
Unrecognized net guin (44,575 12,124 2 (32,4514
Unrecognized prior service cost 33,000 33,000
Unrecognized transition obligation 195,000 azins 182876
Accroed postretirement benefit cost i _(375 £ 0 (75

The maxinum seftlement gain subject to recognition is the unrecognized net gain subsequent to transition plus
any unrecognized ransition asset (314,575 + 30 = $44,575) (paragraph 52). I, s in this case, only part of the

accomulated postreti t benefit obligation is settled, a pro rata portion of the maximnm gain based on the
relationship of the lated postretirement benefit obligation settled o the total secumubuted postreticement
benefit obligation ($70,000 + $257,000 or 27.2%4) is subject to recognition. That amount (844,573 x 27.2% =

$12,174) em« first reduce any unrecognized transition obligation; @y excess is recognized in income in the
current period (paragraph 93). In this case, the settlement gain is entirely offeet againgd the wnrecognized
trangition obligation,

Cuse $B—Settiement When an Unrecognized Yransition Asset Exists
487. Company M sponsors a postretirement life insurance plan. On Janmary 2, 1995, Comparny

M settles the accumulated postretirement benefit obligation for its current retirees ($200,000)
through the purchase of nonparticipating life insmrance contracts.
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488. Pursnant to patagraphs 92 and 93, a settlement gain of $78,506 is recognized, determined
as follows:

January 2, 1998
Before After
Settlement Settlement Settlement
Accirnniated postretirement benefit
obligation $(257,000) $200,000 $(57.000)
Plan assets at fair value 350.900 (200,600) 150,800
Funded status 93,900 0 93,900
Unrecognized net pain (44,575 34,679 @ (9,806)
Unrecognized prior service cost 33,000 33,000
Unrecogmzed {ransition asset (56.333) 438727 8 (12.506)
Prepaid posiretirement benefit cost § 25992 578506 $104.498

AThe maximnm settlement gain is measured as the unrecognized net gain subsequent to fransition plus the
unrecognized transition asset ($44,575 + $56,333 = $100,908) (pavagraph 92). Smce only a portion of the
accumulated postretirement benefit ohligation is settled, a pro rata portion of the maximum gam based va the
relationship of the accomulated postretirement benefit obligation scttled to the tatal accumulated postretirement
benefit obligation ($200,600 + $257,000 or 77.8%) is subjecl lo recognition. That amount {§100,908 x 77.8% =
£78,506) must first reduce any nnrecognized tranzition obligation {$0); any excess is recognized in income in the
current pericd (paragraph 93). [n this case, the entice seftlement gain of 578,506 is recognized in income. The
transition coastraimt of paragraph 112 that requires additional recognition of a transition obligation in certain
ctrcum st is not applicable b there iz an gnized transtion assel,

Case 8C—Effect of Mid-Year Settlement on Transition Constraint

489. A sefflement is an event that requires remeasurement of the accunulated postretirement
benefit obligation prior to the settlement. This case illustrates the accounting for a settlement of
part of the accomulated postretirement benefit obligation that occurs mid-year and the interaction
between that event and other provisions of the Statement, such as the constmint on delayed
recognition of the transition obligation.

490, Company N adopts this Statement for the fiscal year beginning January 1, 1993 and clects
2 ycarcnd (December 31) measurement date. At the date of transition, the company's
accumulated postretirement benefit obligation for its postretirement life inserance plan is
$6,000,000, and there are no plan assets. [n 1993, the company establishes a policy of funding at
the end of eack year an amount equal to the benefits paid during the year plus the service and
interest cost for the year. Benefits are paid at the end of each year and in 1993 are £630,000,
which is less than the net periodic postretirement benefit cost accrued for the year (31,170,000},
thus, no additional transition obligation is recognized pursuant o paragraph 112. Company N
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elects to amortize net nnrecognized gains and losses in excess of the "cortidor” over the average
remaining service period of plan participants (paragraph 59 and paragraph 459, footnote a).

491. At the beginning of 1994, Company N projects the life msurance bensefits expected to be
paid in 1994 to metirees’ beneficiaries to determine whether recognifion of an additional amount
of the unrecognized transition obligation will be required (paragraph 113). Although Company
N is considering settling a portion of the accumulated postretirement benefit obligation, the
effects of the settlement are not included in the projection because plan settlements are not
anticipated for measurement or recognition prior to their occurrence. The projection indicates
that no additional amount is required to be recognized. On June 30, 1994, Company N
contributes additional funds ($1,430,000) and settles a portion ($1,900,000) of the accumulated
postretirement. henefit abligation for its current retirees through the purchase of nonparticipating
life insurance contracts.

492, The changes in the fimded status of the plin during the first six months of the year and a
reconciliation of the finded statis of the plan with the amount shown in the stztement of
financial position immediately prior to the setflement are as follows:

EMects of
Six Months Azsoty Remeasurentant Before
Actunl Posiretirement Contributed  Unrecopnlzed Setilement

123193 DBenefitCost _toPlan __ Netless 63004

Accumulated post-retirement

benefit obligation $(6,600,000)  5{457,000)® saz0.000 (6,637,000)
Plon assets at fair value __§70.000 __433500° $1.430.000 243500
Funded status (5,730,000) {413,500 1,430,000 420,000 (4,293,500)
Unrecognized aet (gain) or loss 360,000 L] (420,000]b (60,000)
Unrecognized transition

obligation ~2.700,000 {150,008} 5,550,000
Prepaid postretirem ent henefit
cost $ 30000 5(561.500) 430,000 £ 0 gusese?

"Represents 6 momhs' service cost of $160,000 and interest cost of $2%7,000 on the accummulated postretirement
benefit obligation for 1994, ing a %% di rale,

by gain resulls from the r ement of the lated postreti benefit obligation immediately prior to
the setilement ar a result of 2 change in the assumed discoun! rales based on the interest rates inherent in the price at
which the acenmittated postretirement henefit phligation for ihe retirees will be settled No gain or loss results from
rem easuremnent of plon assets.

CRepresents 6 months” retom on plan assets, assuming a 10%% return,

dDecmse there is a settlement (trented a3 a benefit payment) and a prepaid asset exists a5 a resnlt of praviding the
funds to effect that settlemen, the construmi on delayed recognition of the fransition obligzion pursuant to
paragraph 112 may be appticable. The teat ta determine whether additional reengnition is necessary should be done

based on amounts for the ful! year (paragraph 494).
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493, In accounting for a sctlement, an employer must determine whether recognition of an
additional amownt of any unrecognized transition obligation is required pursuant to the constraint
on delayed recognition (paragraph 112). Any additional transition obligation required to be
recognized as 2 result of a setflement is recognized when the related settlement is recognized
(paragraph 113) as illustrated in the following table. Detailed calcenlations arve presented in
paragraph 494,

June 30, 1994
" Recognition
Before of Transition After
Settlement Seitlement  _Obligation  Settlement

Accumulated postretirement.

benefit obligation §(6,637.000)  $1,900,000 $(4,737,000)
Plim assets at fmr value 2343500  (1,900,000) —.- 443,500
Funded status (4,263,500} 0 (4,293, 500)
Unrecognized net (gain) or loss (60,000) 17,160 ® (42,840)
Unrecognized transition

obligation 3,550,000 (17.160)¢ $(718.827) 4814018
Prepaid postretirement benefit

cost 21106200 F 0O 7I8R22) 477978

€ The maximum settlement gain subject to recognition is the vnrecognized net gain subsequent to transition plus any
umecogmzcd transition asset ($60,000 + $0 = SGU.UIIIU) 1[, 2= in this case, only part of the accumulated postretirement benefit
obligation is settled, a pro rata porlion ufihe maximum gain besed on the relationship of the accumulated postretirement benelit
obligation settfed to the total Lo irement benefit obligation ($1,900,000 + $6,637,000 or 28.6%) is subject to
recognition. That amount (£60,000 x 23. v = $17,160) must first reduce any unrecagnized tmnsition obligetion (paragraph 933;
any excoss is recognized. In this situation, the settiement gain is entirely offset against the unrecognized transition obligation.

494, When a setflement occurz in the middle of the year, ag in thiz example, the additionsl
transition obligation to be recognized, if any, prsuant fo the constraint in paragraph 112 is
determined based on projected amounts for the foll year. In this czse, at June 30, 1994,
cumulative benefit payments from the date of traneition (January L, 1993) to December 31, 1994
are projected to exceed cumulative postretirement beneflit cost acerued for thal same period as
illustrated in the following table. The additional transition obligation to be recognized is the
amount by which currulative benefit payments exceed cost accrued, or $718,822.
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Projected
12091594
Benefit payments;
1/1/93 to begimmung of 1994 % 630,000
1994 excluding settlement 410,000
Settlement 1,900,000
Cumulative benefit payments $2.940,000
Postretirement benefit cost recognized:
1/1/93 to beginning of 1994 $1,170,000
1994 1051178 T
Cumulative cost recognized $2.221.178
Benefit payments in excess of cost recognized g 718822

I3563,500 for period 1/1/94 through 6/3(/X4 plus 3487678 for period 7/1/94 through 12/31/94. The net
pestretirement benefit cost of $487,678 recognized in the second half of 1994 (paragraph 493) inchides amortization
($130,108) of the unrecognized transition obligation that remains after recognizing an additional portion (5718,822)
af the unrecognized transition ochligation pursuant to paragraph 112. Becanse determination of the additional
portion of the transition obligation to be recognized and the transition obligation emottized in the second hatf of
1994 are intervelated, those amounts ere determined in a single computetion that is intended to result in
unrecognized transition ohligation at the end of the year that appropriutely reflects the constraint of paragraph 112,

495, After the setflement, net periodic postretirement benefit cost for the remainder of the year
is remeasured. The projected funded status of the plan reconciled to the projected amounts fo be
shown in the statement of financial position follows:

Alter Six Months Asxets
Settlament Postretirement Baneflt Contributed Projected
£30024 Benefit Cost Eavwants ~toFlsn L2384

Accumuisted postretirement

beneftt obligation 5(4,737,000) £(379,745)% $410,000 $(d,708,745)
Plan nssets at fair value 43500 it (lo0om)  $L246TA3  _L302420
Funded status (4,293,500) {357,570) 0 1,246,745 (3,404.325)
Unrecognized net gain (42,840) a 42,840)
Unrecognized iransition X
ohligation 4814008 (30008} —_ .4,683.910
(Accrued)/prepaid posi-
" retirement cost 8 477678 S4BTETR) i $L26743  ELI36T4
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ZRepresents § months' servies cost of $150,000 and interest cosl of $229,745 on the sccumulated posiretirument beuel
discount rate.

bR epresents 6 months retwm on plan assets, asewming s 10% refum.

iUnrecnguized trapsition cbligation at 6/370v94 of $4,814,018 + 18.5 years remaining in amortization pericd = $260
$130,108.

MMustration %—Accounting for Curtailiments

496, ‘This Statement provides for delayed recognition of the effects of a plan initiation or a plan
amendment, the transition obligation or transition asset, and pains or losses ariging in the
ordinary course of operations. In certain circumstances, however, recognition of some or all of
those previously delayed amounts is appropriate. Curtailmenis are events that may require
income or expense recognition of certain previcusly unrecognized amowus and adjustments to
liabilities or assets recognized in the employer's statement of financial position.

497, A cnrtailment is an cvent that significandy rednecs the expected years of firmre service of
active plan participants or eliminates the acemal of defined benefits for some or all of the future
gervices of a significant mumber of active plan participants. Such a reduction or elimination
raiges doubt about the continued existence of the fiture economic benefits of prior plan
amendments. Therefore, an appropriate portion of the remaining unrecognized prior gervice cost
ghould be recognized when it is probable that a curtailment will occur, the effects are reasonahly
egtimable, and the cstimated effects of the curtailment are a net loss. When the estimated effects
of a cnrtailment are a net gain, the gam should be recognized in ncome when the related
employees terminate or the plan suspension or amendment is adopted (pamgraphs 97-99). For
purposes of measuring those effects, any remaining unrecognized transition obligation is treated
as unrecognized prior service cost. The following cases (9A and 9B, paragraphs 498-501)
ilfustrate the accounting for curtailments.

Case $4—Curtaiiment When an Unrecognized Guin and an Unrecognized Transition Obligation
Exist

498. Company P sponsors a postretirement benefit plan. On October 29, 1994, Company P
decides o reduce ifs opemtions by terminating a significant number of employees effective
December 31, 1994, On October 29, 1994, it s expected that a curtailment gam will resnlt from
the termination. A consequence of the curtailment is a significant reduction in the number of
employeas accwnulating benefits under the plan.  The remaining years of expociod service
associated with those terminated employees who were plan participants at the date of transition
19 22 percént of the refnaining years of service of all plan partiapunts at the date of transition,
The remaining years of service prior to full eligibility associated with those terminated
employees who were plan participants al the date of & prior plan amendment is 18 percent of lhe
remaining years of service of all plan paricipants at the date of fhat plan amendment.

499. The sum of the effects of the plan curtailment is a gain of $5,160 that should be
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recogmzed in income when the related cmployees terminate (paragraph 99). That gain is
determined as follows:

December 31, 1994

Before After
Curtailment  Curtailment  Curfailment

Accumulated postretirement benefit

obligation $(257,000) § 34,0008 $(203,000)
Plan assets at fair value 73.000 73,000
Funded status (184,000) 54,000 (130,000)
Unrecognized net gain (44,575) (44,579
Unrecagnized prior service eost 33,000 (5,940)% 27,060
Unrecognized transition obligation 195.000 [42.960)% 152,100
(Accrued)/prepaid postretivernent bemefitlcost  § (379 5 5360 B 4388

The effect of the curtailment consists of two components:

1. The unrecognized transition obligation and unrecognized prior service cost associated with remaining years of
service no longer expected ta be rendered red as 22% (reduction in the remaining years of expected
service associated with those terminated employees who were plan participants at the date of trangition) of the
unrecognized irangition abligation of $195,000 ($42,900) and 18% (reduction m the remeining years of service
prior {e full eligihility for henefits nwociated with those ferminated employees who were plan participants st
the date of a prior plan amendment) of the unrecognized prior setvice cost of $33,000 related to that
amendment {§35,940) (paragraph 97)

2. The gain from the decrease in the accumulated postretirement benefit obligation of $£54,000 {due to the
termination of employees whose accumulated benefits were not vested under the plan) in excess of the
wirecognized net foss of $0, or $54,000 {paragraph 93(a}).

Case 98— Chitrtaitment Related to a Disposul of a Portion of the Business und an Unvecognized Loss
and Unrecognived Transition Obligation Exist

500. Company R sponsors a postretirement benefit plan. On December 31, 1994, Company R
sells a portion of its business at a gain of $100,000 before considerng the effect of the related
curtsilment of its postretirement benefit plan. In connection with the sale, the number of
employees accumulating benefits under the plan is significantly reduced; thus, a curtailment
ocenrs. ‘The remaining years of expected service associated with the terminated employees who
were plan participants at the date of transition is 22 percent of the remaining yearr of service of
all plan participants at the date of transition. The remaining years of service prior fo full
eligibility associated with the terminated employees who were plan participants at the date of
that prior plan amendment is 18 percent of the remaining years of service of all plan participants
at the date of that plan amendment.

501. The sum of the effects of the plan curtailment is & loss of $36,265 that should be
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recognized with the gain of $100,000 associated with Company R's sale of a portion of its
business. The loss is determined as follows:

December 31,1994

Before After

Accumulated postretirement benefit

obligation $(343,000) $ 54,000 2 5(289,000)
Plan assets at fair value ___ 73,000 73,000
Funded status (270,000) 54,000 (216,000}
Unrecognized net loss 41,425 (41,425)" v}
Unrecognized priot service cost - 33,000 (5,940)2 27,060
Unrecognized transition obligation 195,000 {42,900} % 152,100
Accrued postretirement benefit cost i__GIH 26,209 06,840

The unrecognized transition obligation and umecognized prior service cost associated with remaining years of
service no longer expected to be rendered—measred as 22% (reduction in the remaining years of expected
service associated with those terminated employees who were plan participants at the date of transition) of the
unrecognized transition obligation of $1%5,000 {$42,200) and 1&% (reduction in the remaiming years of service
prior Lo [ull eligibility for benefits assoviated with those terminsted empleyees who were plan participents at
the date of a prior plan amendment) of the unrecognized prior service cost of $33,000 related to tha
amendment ($5,%40) (paragraph 97}

2. The gain from the decrease in the accumulated postretirement benefit obligation of $54,000 [due to the
termination of employees whose accumulated benefits were not vested under the plan) in excess of the
unrecognized net loss of $0, or $54,008 (paragraph 58(a)).

The effect of the curfailment ints of two t
1.

Iustration 10—Accounting for a Partial Settlement and a Full Curtailment That Occur as
a Direct Result of a Sale of a Line of Business

502. Company S sells a line of business on December 31, 1994; prior to that date, the company
had no formal plan for disposal of those opcrations. Company S has a separate postretirement
benefit plan that provides health care bemefits to retirees of the division that is sold. In
connection with that sale, {a} all of the employees of that diviston are terminated by Company §
resulting in no firther accumulation of benefits under the postretirement. benefit plan (a full
curtatlment), (b) most of the terminated employees are hired by the acquiring company (some
terminated employees fillly eligible for benefits elect to retire immediately), (<) an accumolated
postretirement benefit obligation of $30,000 for posiretirement benefits related to the hired
employees is assumed by the acquiring company (a partial settlement, since the obligation for
currenl retirees is retained by Company 5), and (d) plan assets of $100,000, representing $30,000
for the settlement of the accumulated postretirement benefit obligation and $20,000 as an excess
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contribution, are transferred from the plan to the acquining company. A $300,000 gain from the
sale 15 caloulated before considering the related effTects on the plan.

303. The employee’s accounting policy is to detemmine the sffects of a cutailment before
determining the effects of a settlement when both events occur simultanecusly. Pursuant to
paragraph 97, the imrecognized prior service cost associated with the portion of the future years
of service that had been expected to be rendered, but as a result of a curtailment are no longer
expected to be rendered, is a loss. When a full curtailment occurs, the entire remaining
unrecognized prior sexvice cost and unrecognized transition obligation is a loss because there are
no fiature years of service to b rendered.

504. The net loss from the curtailment is $228,000, which is recognized with the $300,000 gain
resulting from the disposal of the division, The effect of the curtailment is determined as
follows:

December 31, 1994
Curtailment-
Related Fifects
Before Resulting After

Accurnulated postretirement

benefit obligation $(257,000) $(10,000)2 $(267,000)
Plan assets at fair value 110.000 110,000
Funded stats (147,000) {10,000) (157,000)
Unrecognized net gain " (49,575) 10,000 8 (39,573)
Unrecognized prior servioe cost 33,000 (33,000)b 0
Unrecognized transition obligation _ 195,000 195.000)° 0

(Accrned)/prepaid postretirement benefitcost  § 31423 $(228.000) $(196.575)

®The increass in the accumnlated pastretiement benefit obligation as a result of the futly eligible employees vetiring
earlier than expected is a loss of $10,000. That loss reduces the unrecognized nel gain of $49,575; ay excess (nane
in this case)would be recognized a the effect of a curtailment (paragraph 98).

baeasured as 100% {reduction in the remaining years of service prior to full eligibility for benefits msocisted with
those terminated employees wha were plan participants at the date of a prior plan amendment) of the unrecognized
prior service cogt of $33,000 related to that amendm ent (paragraph 97).

“Mensured as 100% (redudion in the remaining years of expected service associated with those terminated
employees who were plan participants at the date of transition) of the unrecognized transition obligation of

$195,000 (paragraph 97).
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505. The $8,128 loss related to the settiement and transfer of plan assets that 1s recognized with
the gain from (he sale is determined ag follows:

December 31, 1994
Settlement
Afler and Transfer of After
Curtailment Plan Assets Settlement

Accumulated postretirement benefit

obligation $(267,000) $ 80,000 4 $(187,000)
Plan assets at fair value 116,000 £100.000) ¢ 10,000
Funded status (157,000) (20,000) (177,000
Unrecognized net gain (39,575) 11,872 ¢ (27,703)
Unrecognized prior service cost 0 1]
Unrecognized transition obligation L] 0
Accrued postretirement benefit cost 196,575 B 8128 204703

d The accumulated posiretirement benefit obligation for the employees hired by the purchaser is determined to be
$30,000 and is setthed when Company 8 trensfers plan assets of an equal amount to the purcheser. In connection
with the purchase agreement, Company S transfers an additional $20,000 of plan assets.

€ Represenis a pro rata amount of the maximom gain based on the relationship of the accomulated postretirement
benefit obligation =etiled to the total sccumslated postretirement benefit obligation ($26,000 / $267,000 or 30%).
The maximum gain is measured as the unrecognized net gam subsequent to transition plus any unrccognized
transition esset ($39,575 + $0 = $39,575). The seftlement gain is, therefore, 309 of 839,575, or 511.872;
recagnition of Urat gain is sbject to first reducing any remaining unrecognized transition obligation. As there is no
remaining unrecognized transition obligation (the remamder was recognized in connection with the curtzilment), the
gain of $11,872 is recognired together with the excess $20,000 transfer of plan assets s pact of the net gain from
the sale {paragraphs 92 and 93).

506. The sum of the effects related to postretirement benefits resulting from the sale is a loss of
$236,128, the components of which are as follows:

Curtailment loss (paragraph 504) $228,000
Settlement gain and foss from transfer of plan assets (paragraph 505) £128
Effects of sale 3236128

Hiustration 11—Accounting for the Effects of an Offer of Special Termination Benefits

507. The measwrement of the effecte of an offer of special termination benefite pursuant to
paragraphe 101 and 102 and the accounting for the related curtailment are illustrated in the

following paragraphs.
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508 On January 16, 1995, Company T offers for a short period of time (until Jannary 30, 1995)
special benefits to its employees who elect voluntary termination of employment during that
period (special termination benefits). As part of the offer, employees who voluntarily terminate
will be credited with an additional five years of service and five years of age to determine
eligibility for postretirernent health care benefits. Employees are normally eligible for those
benefits upon attaining age 53 and rendering at least 20 yeurs of service,

509. On January 30, 1995, employees representing 18 percent of the work force accept the
offer of special termination benefits. For those employees, the accwmulated posiretirement
benefit obligation attributed to prior service periods based on their previously expected
retirement dates (without consideration of the special offer) is $280,000. 1If those employees
were assomed to terminate (retire) immediately upon attaining full eligibility for benefits (age 55
with 20 years of service), the accumulated postretivement benefit obligation for those employees
would be $450,000. The accumulated postretirement bencfit obligation for those employees
after they accept the offer of the special termination benefits (full eligibility date accelerated,
benefit coverage begins immediately) is $630,000.

510. The remaining years of expecied service associated with the terminated employecs who
were plan participante at the date of transition is 24 percent of’ the renmaining years of service of
all plan participants at the date of transition. In addition, the portion of the unrecognized prior
service cost arising from a prior plan emendment associated with the remaining vears of service
prior to full eligibiiity that are no longer expected to be rendered by the terminated evployees is
$25,000.

511. Pursuant to paragraph 99, if the sum of the effects resulting from a curtailment is a net
Toss, it shall be recognized in income when it is probable that a curtailment will occur and the
effects are reasonably estimable. In this illustration, the effects resulting from the eurtailment
are not reasonably estimable wntil Tanvary 30, 1995, the acceptance date of the offer of special
termination henefits. Consequently, at January 30, 1995, the employer recognizes a loss of
$453,400 that includes the cost of the special termination benefits ($180,000) and the net loss
from the curtailment {$273,400) determined as follows:
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January 30, 1995

Before Before Special After
Employee Termination Effect of Employee
Accumnlated postretirement
benefit obligation:
Employees accepting offer $(280,000}  H180,000)*  $(170.000)® $ (630,000)
Other employees {633,000} - {633,000)
(913,000 {180,000} (170,000) (1,263,000)
Plan assets at fair valne 141 000 141,000
Funded statns (7720000 {£80,000) (170,000) (1,122,000}
Unrecognized net gain {88,000) 88,000 b 0
Unrecognized prior service cost 148,500 (25,0000 ¢ 123,500
Unrecognized transition
obligation 693333 L1640 326933
Accred posiretirement
benefit cost S(18167  $(180.000} $(273,400) $ (471,567

2 The loss from acceptance of the special temmation benefite is $180,000 ($450,000 - $630,000), representmg the difference
between (1) the accumulated pastreti henefit obligation measwred g that active plan participants not yet fully
eligible for benefits would terminate employment at their full eligibility date and that fully eligible plan participants won'td retire
immediately and (2} the accumulated postretirement benefit abligation reflecting the special termination benefits (paragraph 102).
b The increase in the lated pastreti it henefit obligation ms & result of the employees (fully eligible plan participants
and other active plan participants not yet fully eligible for benefits) retiring at a date earlier than expected is 2 loss of $170,000
(3280,000 - 5450,000). That amount is reduced by the unrecogrized net gain of $88,000 (paragraph 98(b)) as part of the
accounting for the curtailment,

€ Additional effects of the curtuibmeri ae (1) the reduction of $25,000 in the unrecognized prior service cost (arising from a grior
plan amendment) associated with the remaining years af service prior to full eligibility that are no longer expecied to he rendered
by the ferminated employees and (2] the reduction of $166,400 in the unrecognized transition obligation associated with
remaining years of service no longer expected ta be rendered--measured as 24% (reduction in the remaining years of expected
service associated with those employees affected by the early retirement who were plan participants at the date of transition} of
the unrecognized trumsilion obligation of $693,333 (paragraph 97).
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Appendix D: BACKGROUND INFORMATION

512. In 1979, the Board added other postemployment benefits {o its project on employers'
accounting for pensions. The Board was concemed about the lack of information in Rnancial
statements about the cost of and obligation for other postemployment benefits, Evidence
suggested that most larpe emplovers, ag well as many smaller ones, provided heatth care and life
insarance benefits to their retirees and were accounting for those benefits on a pay-as-you-go
(cash) basie. FExisting accounting pronouncements did not cover postretirement benefits
provided outside a pension plan.

513. Other postemployment benefits were first considered in & 1981 FASB Discussion
Memorandum, Emplovers' Accounting for Pensions and Other Postemployment Bengfits. In its
1982 Preliminary Views, Employers’ Accowting for Pensions and Qther Postemployment
Benefits, the Board tentatively concluded that the cost of postemployment health care and life
insrance provided to metiress should be accrued during the service lives of the employecs
expected 1o receive benefits under those plans. The Board did not consider the cash basis and
terminal acerial (accrnal at retirement) methods to be acceptable methods for recognizing the
cost of those benefits,

514. The Board based its tentative conclusion on its view that an employer has =m obligation
for promised postretirement benefits to the extent that future paymenis are probuble mnd the
service required of retirecs and fiture retirees in exchange for those benefits has been rendered.
That view led to the conchusion that postemployment benefits are a form of deferred
compensation. Those views were reiterated in a 1983 FASB Discussion Memorandum,
Employers' Accoumting for Pensions and Other  Postemployment Benefits, that addressed
additional issues not raised in the 1981 Discussion Memorandum. However, in considering
comments on that second Discussion Memorandum, the Board concluded that the sccounting
igsues related to other postemployment benefits were being overshadowed by pension issues.

515. In February 1984, the Board conclnded that it should address employers' accounting for
postemployment benefits other than pensions as a separate project. As an interim measure, in

1984 the Board issued FASE Statement No. 81, Disclosure of Postretirement Health Care and

Life Insurance Beneftts. In April 1987, FASB Technical Bulletin No, 87-1, Aecounting for a
Change in Method of Accownting for Certain Postretivement Benefits, was issued to provide
temporary guidance to employers making a voluntary change ini their method of accounting for
postretirement health care benefits and postretirement life insurance benefits provided outside a
pension plan.

516. A task force was appointed in December 1986. Employers' accounting for postretirement
benefite was addressed at 29 public Board meetings and 3 public task Force meetings between

Copysight ©1990, Finanrial Accounting Standards Board Nt for redisinibution

Page 167

February 1987 and October 1988. In February 1989, the Board issued an Exposure Draft,
Emplovers' Accounting for Postretirement Benefits Other Tharn Pensions. The Exposure Draft
proposed standards of financial accounting and reporting for an emplover that offers
postretitement benefits other than pensions to ils employees. Twenty-five compamies
participated in a field test of the Exposure Draft that was sponsored by the Financial Executives
Research Foundation.

517. The Board reccived more than 475 comment letters in response to the Exposure Draft.
Public hearings on the Exposure Draft were conducted in October and November 1989
Sixty-two organizations and individuals presented their views at the 5 days of hearings, Dased
on the information received in the comment letters and at the public hearings, the Board
reconsidered its proposals in the Pxposure Draft at 28 public Board meetings diuring the
remainder of 1989 mnd 1990. The ask foree met at. a public meeting in June 1990 to discuss the
Board's tentative conclusions on employcrs' accounting for postrefirement benefils. Appendix A
discnsses the basis for the Board's conclusions, including reasons for changes made to the
provisions of the 1989 Exposure Draft.
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Appendix E: GLOSSARY

518, This appendix contains definitions of certain terms used in accounting for postretiremnent
benefits.

Accumulaled postretirement benefit obligation
The actuarial present value of benefite attributed to employee service rendered to a
particalar date. Prior to an employee's full eligibility date, the accumulated
postretirement benefit obligation as of a particular date for an employee is the portion of
the expected postretitement benefit obligation attributed to that employee's service
rendered to that date;, on and after the full eligibility date, the accumulated and expected
postretirement benefit obligations for an employee are the same.

Actlve plan participant
Any active employee who has rendered service during the credited service period and is
expected to receive benefits, including benefits to or for any beneficiaries and covered
dependents, mder the postretirement benefil plan. Also refer to Plan participant

Actua] return on plan assets (component of net periodic postretirement benefit cost)
The change in the fair value of the plan's assets for a period including the decrease due to
expenses meurred during the perod (such as income tax expense incurred by the fund, if
applicable), adjusted for contributions and benefit payments during the period.

Actuarial present value
The value, as of a specified date, of an amcunt or series of amounts payable or receivable
thereafter, with each amount adjusted to reflect () the time value of money (through
discounts for interest) and (b) the probability of payment (for example, by means of
decrements for events such as death, disability, or withdrawal) between the specified date
and the expected date of payment.

Amortization
Usnally refers to the process of reducing a recognized liability systematically by
recognizing reverves or of reducing a recogmized asset systematically by recognizing
expenses of costs. In accounting for postretirement benefits, amorfization is also used to
refer to the systematic recognition in net periodic postretirement benefit cost aver several
periods of previously unrecognized amounts, including unrecognized prior service cost,
unrecognized net gain or toss, and ey unrecognized transition obligation or asset.

Assumed per capita claims cost (by age) :
The annual per capita cost, for periods after the measurement date, of providing the
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postretirement health care benefits covered by the plan from the earliest age at which an
individual could begin to receive benefite under the plan through the remainder of the
individual's life or the covered period, if shorter. To determine the assumed per capita
claims cost, the per capita claims cost by age based on historical claims costs is adjusted
for assumed health care cost trend rates. The resulting assumed per capita claime cost by
age reflecis expected fiture costs and is applied with the plan demographics to determine
the amount and timing of fihwre gross eligible chages. Also refer to Gress eligible
charges and Per capita claims cost by age.

Assumpftions
Estimates of the oceurrence of future events affecting postretirement benefit costs, such
as tumover, Tetirement age, mortality, dependency stalus, per capita claims costs by age,
health care cost trend rates, levels of Medicare and other health cuare providers'
reimbursements, and discount rates to reflect the ime valne of money.

Attribution
The process of assigning postretirement benefit cost to periods of employee sexvice.

Atiribution period

The perod of an employee's service to which the expected postretirement benefit
obligation for that employee i¢ assigned. The beginning of the attribution period is the
employee's date of hire unless the plan's benefit formula grants credit only for service
from a later date, in which case the beginning of the attribution period is generally the
beginning of that credited servics period. The end of the attritition period is the full
eligibility date. Within the attribution period, an equal amount of the expected
posiretitement benefit obligation s attributed to each year of service unless the plan's
benefit formnla attributes a disproportionate share of the expected postretirement benefit
obligation to employees' early years of service. In that case, benefits are atfributed in
accordance with the plan's benefit formula. Also refer to Credited service period.

Benefit formula
The basis for determining bemefits to which participants may be entitled under a
postretirement benefit plan. A plan's benefit formmla specifies the years of service to be
rondered, age to be attained while in service, ar a combination of both that must be met
for an employee to be eligible to receive benefits under the plan. A plan's benefit
formula may also define the beginning of the credited service period and the benefits
earned for specific periods of service.

Benefits
The monetary or in-kind benefits or benefit coverage t0 which participants may be
entitled under a postretirement benefit plan, including health care benefits, life insurance
not provided through a pension plan, and legal, educational, and advisory services.
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Captive insnrer
An ineurance company that does business primarly with related entities.

Contributory plan .
A plan under which retirees or active employees contribute part of the cost. In some
contributory plans, retirees or active employees wishing to be covered must contribute; in
other contributory plans, participants' contributions result in increased benefits.

Cost-sharing (provisions of the plan)
The provisions of the postretitement benefit plan that describe how the costs of the
covered benefits are to be shared between the employer and the plan participants.
Cost-sharing provisicng describe retired and active plan participants’' contributions toward
their posiretirement health care benefits, deductibles, coinsurance, out-of-pocket
limitations on participant costs, caps on employer costs, and so forth.

Credited service period
Employee service petiod for which benefits are eamed pursuant to the terms of the plan.
The beginning of the credited service period may be the date of hire or a later date. For
examnyple, 2 plan may provide benefits onty for service rendered afler n specified age.
Service beyond the end of the credited service period does not earn any additional
benefits under the plan. Also refer to Atfribution period.

Curtailment (of a postretirement benefit plan)
An event that significandy reduces the expected years of future service of active plan
participents or eliminates the accrual of defined benefits for some or all of the future
services of a significant nurnber of active plan parti ipamts.

Defined henefit postretirement plan
A plan that defines postretirement benefits in terms of monetary amonnts {for example,
$100,000 of life insurance) or benefit coverage to be provided (for example, up to $200
per day for hospitalization, 80 percent of the cost of specified snrgical procedures, and so
forth). Any postretirement benefit plan that is not a defined contribution postretirement
plan is, for purposes of this Statement, a defined benefit postretirement plam.

Defined contribution postretirement pian

A plan that provides postretirement benefits in return for services rendered, provides an
individual account for each plan parlicipant, and specifies how coniributions to the
individual's account are to be determined rather than specifies the amount of benefits the
individual is to receive. Under a defined confribution postretirement plan, the benefits a
plan participant will receive depend solely on the amount contributed to the plan
participant's account, the retums eamed on investments of those contrbutions, and the
forfeitures of other plan participants' benefits that may be allocated to that plan
participant’s account.
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Dependency statns
The status of a current or former employee having dependents (for example, @ spouse or
other relatives) who are expected to receive benefits under a postretirement benefit plan
that pravides dependent coverage.

Discount rates
The rates used to reflect the time value of money. Discount rates are wsed in determining
the present value as of the measuremenl date of fiiture cash flows ciwrrently expected to
be required ko satisfy the postretirement benefit obligation. Also refer to Acinarial
presetit valie.

Expecied long-term rate of return on plan assets
An assumpton about the rate of retun on plan assets reflecting the average rate of
eamings expected on existing plan assets and expecled contrbulions to the plan during
the period.

Expected postretirement benefit obligation
The acinamial presend value as of a particular date of the benefits expected to be paid to ar
for an employee, Lhe employee's beneficiaries, and any covered dependents pursuant to
the terms of the pustrelirement benefit plan.

Expected return on plan assets
An amonnt calculated as a basis for determining the extent of delayed recognition of the
effects of changes in the fair valne of plan assets. The expected return on plan assets is
determined based on the expected long-terin rate of retumn on plan assets and the
maricet-rel ated value of plan assets.

Explicit {approach to) assum ptions .
An approach under which each significant assumption used reflects the best estimate of
the plan's future experience solely with respect to that assumption.

Fair value
The amount that a plan could reasonably expect to receive for an investment in a current
sale between a wilting buyer and a willing seller, that is, other than a forced or
liquidation sale.

Full dligibility (for benefits)
The status of an employee having reached the employee's full eligibility date. Full
eligibility for benefits is achieved by meeting specified age, service, or age and service
requirements of the postretirement benefit plan.  Also refer to Full eligibility date.
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Full eligibility date

The datc at which an employee has rendered all of the service necessary to have eamed
the right to receive all of the benefits expected to be received by that employee (including
any bencficiaries and dependents expected to receive benefits). Determination of the firll
cligibility date is affected by plan terms that provide incremental benefite expected to be
received by or on behalf of an employee for additional years of service, unless those
mcremental benefits are frivial. Determination of the foll eligibility date is not affected
by plan terms that define when benefit payments commence or by an employee’s current
dependency status. )

Fully eligible plan participants
Collectively, that group of former employees (including retirees) and active employees
who have rendered gervice to or beyond their fisll eligibility date and who are expected to
teceive benefits 1nder the plan, including benefits to their bereficiaries and covered
dependents.

Funding policy
The program regarding the amounts and timing of contributions by the employer(s), plan
participants, and any other sources to provide the benefits a postretirement benefit plan
specifies.

Gain or loss
A change in the value of either the accumulated posiretirement benefit obligation or the
plan assets resulting from experience different from that assummed or from a change in an
actuanial assumption, or the consequence-of a decision to temporarily deviate from the
substantive plan. Also refer to Unrecognized net gain or loss.

Gain er loss component (of net periodic postretirement benefi{ cost)

The sum of (a) the difference between the actual retum on plan assets and the expected
return on plan assets, (b) any gain or loss immediately recognized or the amortization of
the unrecognized net gain or loss from previous periods, and (c) any amount immediately
recognized 28 a gain or loss pursuant to = dedsion to temporenly deviste from the
substantive plan. The gain or loss component 1s gememlly the net effect of delayed
recognition of gains and losses (the net change in the unrecognized net gain or loss)
except that it does not include changes in the accumulated postretirement benefit
obligation ocenring during the period and deferred for later recognition.

Gross eligible charges
The cost of providing the postretirement health care benefits covered by the plan to a
plan participant, before adjusting for expected reimbiwzements from Medicars and other
providers of health care benefite and for the effects of the cost-sharing provisions of the
plan.

Copyripht © 1990, Financial Accountng Standards Board Mot For redistibition

Pare 173

Health care cost trend rates

An szsumption about the annual rate(e) of change in the cost of health care benefite
currently provided by the postretirement benefit plan, due to factors other than changes in
the composition of the plan popalation by age and dependency status, for each year from
the measurement date until the end of the petiod in which benefits are expected io be
paid. The health care cost trend mates implicitly consider estimates of health cure
inflation, changes in health care utilization or delivery patterns, technological advances,
and changes in the health status of the plan participants. Differing types of services, such
as hospital care and dental care, may have different trend rates.

Incurrcd clrims cost (by age)
The cost of providing the postretivement health care benefits covered by the plan to a
plan participant, after adjusting for reimbursements ffom Medicare and other providers
of health care benefits and for deductibles, coimsirance provisions, and other specific
claims costs borne by the retiree. Also refer to Net incurred claims cost (by age).

Insurance contract

A contract in which an insurance company wnconditionally undertakes a legal obligation
to provide specified benefits to specific individuals in retumn for a fixed consideration or
presium. An insuranee confract is irrevocable md involves the transfer of significant
rigk from the employer (or the plan) to the insurance company. If the insurance company
providing the conitract is a captive insurer, or if there is any reasonable doubt that the
insurance company will meet its obligations under the contract, the contract is not an
insmrance contract for purposcs of this Statement.

Tnterest eost (companent of net periodic postretirement benefit cost)
The accrual of interest on the accumulated postretirement benefit obligation due to the
pasgage of time.

Market-related value of plan assels
A balance used to calculate the expected retun on plan assets. Market-related value can
be either fair value or a calcnlated value that recognizes changes in fair value in a
systematic and rational matner over not more than five years. Different methods of
calculating market-related value may be used for different classes of plan assets, but the
mamer of determining market-related value shall be applied consistently from yesr to
year for each class of plan asset.

Measurement date
The date of the financial statements or, if veed consistently from year to year, a date not
more than three monthe prioc bo that date, 2s of which plan assets and obligations are
measured.
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Medicare reimbursement rates
The health care cost reimbursements expected to be received by retirees through
Medicare as mandated by currently enacted legislation. Medicare reimbursement rates
vary by the type of benefils provided.

Multiemployer plan

A postretirement benefit plan to wlich two or more wirelated employers contribute,
usvally pursuant to one or more collective-bargaining agreements. A characteristic of
multiemployer plans is that assets contributed by one participating employer may be used
to provide benefits to employces of other participating employerz since assets contribiled
by an employer are not segregated in a separate account or regticted to provide benefits
only to employees of that employer. A multiemployer plan is usnally administered by a
board of trustees composed of management and 1abor representatives and may also be
referred to as a "joint trust” or "union plan.” Generally, many employers participate in a
multiemployer plan, and an employer may participate in more than one plan. The
employers participating in multiemployer plans usvally have a common industry bond,
but for some plang the employers are in differenl mdustries and the labor union may be
their only common bond.

Multiple-em ployer plan

A postretirement benefit plan maintained by more than one cmployer but not treated as a
multiemployer plan. Multiple-employer plans are generally not collectively bargained
and are intended to allow paricipating employers, commonly in the same industry, lo
pool fheir plan assets for investment purposes and to reduce the cost of plan
administration. A multiple-employer plan maintains separate accounts for each employer
so that contributions provide benefits only for employees of the contributing employer.
Multiple-employer plans may have features that allow participating employers to have
different benefit formulas, with the employer's contributions to the plan based on the
benefit formule selected by the employer.

Net incurred claims cost (by age)
The employet’s share of the cost of providing the postretirement health care benefits
covered by the plan fo a plan participant; incurred claims cost net of retiree contributions.
Also refer to Incurred claims cosl (by age).

Net periodic postretirement benefit cost
The amount recognized in an employers financial statements as the cost of a
posiretirement benefit plan for a period. Components of net periodic postretirement
benefit cost include service cost, interest cost, actual return on plan assets, gain or loss,
amortization of unrecognized prior service cost, and amortization of the unrecognized
transition obligation or asset.
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Wonparticipating insurance contract
An insurance contract that does not provide for the purchaser to parficipate in the
mvestment performance or it other experience of the insurance company. Also refer to
Insurance contract.

Nonpublic enterprise
An enterprise other than one (g) whose debt or equity sccurities are traded in a public
market, cither on & stock exchange of in the over-the-counter market (including securities
quoted only locally or regionally), or (b) whose financial staternents are filed with a
regulatory sgeney in preparation for the sale of any class of securities.

Participating insurance contract
An insurance contract that provides for the purchaser to participate in the investment
performance and poseibly other experience (for example, morbidity experience) of the
insurance company. Also refer to Insurance coniract,

Participation right
A purchaser's right under a participating insurance contract to receive future dividends or
retroactive rate credits from the insurance company.

Pay-related plan
A plan that has a benefit formwula that baves benefis or benefit coverage on
compensation, such as a final-pay or carcer-average-pay plan.

Per capita claims cost by age
The current cost of providing postretirement health care benefite for one year at each age
from the youngest age to the oldest age at which plan participanis are expecied to receive
benefits under the plan.  Also refer to Assumed per capita claims cost (by age).

Plan

An arrangement that 15 mutualty understood by an emplayer and its employees, whereby
an employer undertakes to provide its employees with benefite after they retire in
exchange for their services over 2 specified period of time, upon attaining a specified age
while in scrvice, or @ combination of both. A plan may be writien or it may be implied
by a well-defined, although perhaps unwritten, practice of paying postretirement benefits
or from oral representations made to current or former employees. Also refer to
Substantive plan.

Plan amendment
A change in the existing tarms of a plan. A plan amendment may increase or decresse
benefits, including those attributed to years of service already rendered.
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Pinn asseis

Assets—usually stocks, bonds, and other investments—that have been segrepated and
restricted (usnally in a trust) to provide for postretirement benefits. The amount of plan
asgets includes amomnts contributed by the employer (and by plan participants for a
contibutory plm) md amounts earned from investing the contributions, Less benefits,
income taxes, and other cxpenses incurred. Flan assets ordinarily cannot be withdrawn
by the employer except under certain circumstances when a plan has assets in excess of
obligations and the employer has taken certain steps to salisfy existmg obligations,
Assets not segregated in a trust, or otherwise effectively restricted, so that they cannot be
used by the employer for other purposes are not plan assets, even though it may be
intended that those ussets be used to provide postretirement benefits. Amounts accrued
by the employer as net periodic postretirement benefit cost bul not yet paid to the plan are
not plan assets. Securities of the employer held by the plan are includable in plan asgets
provided they are transferable. If a plan has liabilities other than for benefits, those
nonbenefit obligations are considered as reductions of plan assets.

Plan demographics
The characteristics of the plan population incheding geographical distribution, age, sex,
and marital status.

Plan participant
Any emptoyee or former employee who has rendered service in the credited service
penied ard is expected to receive employer-provided benefits under the postretirement
benefit plan, including benefits to or for any benefictaries and covered dependents. Also
refer lo Aclive plan parlicipant.

Plan termination
An event in which the postretirement benefit plan ceases to exist and all benefite are
settled by the purchase of insurance contracts or by other means. The plan may or may
not be replaced by another plan. A plan termination with a replacement plan may or may
not be m suhstance a plan teomination for accoimting purposes.

Postretirement benefit fund
Assets accumulated in the hands of a funding agency for the sole purpose of paying
postretirement bencfite when the claims are incurred or benefits are due. Thosc assets
may or may not qualify as plan assets. Also refer to Plan assets.

Postretirement benefit plan
Refer to Plan.

Postretirement benefits
All forms of benefits, other than retirement income, provided by an employer to retirees.
Those benefits may be defined in terms of specified benefits, such as health care, tuition
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asgistance, of legal services, that are provided to retirees as the need for those henefits
ariges, such as certain health care benefits, or they may be defined in terme of monetary
amounts that become payable on the occurrence of a specified event, such as life
insurance benefjls,

Postretirement benefits other than pensions
Refer to Postretirement benefits.

Postretirement health care benefits
A form of postretirement benefit provided by an employer to retirees for defined health
care services or coverage of defined health care costs, such as hospital and medical
coverage, dental benefits, and eye care.

Prior service cost
The cost of benefit improvements atiributable to plan participanis’ prior service pursuant
to a plan amendment or a plan inifiation that provides benefits in exchange for plan
participants’ prior service. Also refer to Unrecognized prior service cost.

Retirees
Collectively, that group of plan participants that includes rettred employees, their
bensficiaries, and covered dependents.

Service cost (component of net periodic postretirement benefit cost)
The poriion of the expected postretirement enefit obligation atinibuted to employee
service durng a period.

Settlement {of a postretirement benefit plan)

An irrevocable action that relieves the employer (or the plan) of pritnary responsibility
for » postretirement benefit abligation and eliminates significant dsks related to the
obligation and the assets used to effect the setflement. Examples of transactions that
constitute a setflement include (a) making lump-sum cash payments to plan participants
in exchange for their rghts to receive specified postretirement benefits and (b)
purchasing nonparticipating insurance contracts for the accummlated postretirement
benefit obligation for some or all of the plan participants.

Single-employer plan
A postretivement benefit plan that is maintained by one employer. The term also may be
osed to describe a plan thal is muintxined by related parties such as a parent and its
subsidiaries.

Substantive plan
The terms of the postretirement benefit plan as understood by an employer that provides
postretiement benefits and the employeces who render services in exchange for those
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benefits. The substantive plan is the basis for the accounting for that exchange
fransaction, In some situations un employer's cost-sharing policy, as evidenced by past
practice or by communication of intended changes to a plan's cost-sharing provigions, or
a past practice of regular increases in certain monetary benefits may indicate that the
substantive plen differs from the extant written plan,

Termination benefits
Benefits provided by an employer to etnployees in connection with their termination of
employment. They may be either special termination benefite offered only for a short
period of time or contractual benefits required by the lerms of 2 plan only if a specified
event, such as a plant closing, occurs.

Transition asset
The unrecognized amount, as of the date this Statement s initially applied, of (a) the fair
value of plan assets plug any recognized accrued postretirement benefit cost or less any
recognized prepaid postretirement benefit cost in excess of (b) the accumulated
postretitement benefit obligation.

Transition obligation
The nnrecognized amount, as of the date this Statement iz mitially applied, of (a) the
accumulated postretitement benefit obligation in excess of (b) the fair value of plan
assets plue any recogmized accrued postretirement benefit cost or less any recognized
prepaid postretirement benefit cost.

Unfunded accumulated postretirement benefit obligation
The accumulated postretirement bemefit obligation in excess of the fair value of plan
assels.

Unrecognized net gain or lnss
The cumulative net gain or logs that has not been recognized as a part of net periodic
postretirement benefit cost or as a part of the accounting for the effects of a settlement or
a curtailment. Also refer to Gain ar loss.

Unrecognized prior service cost
The portion of prior service cost that has not been recognized as 2 part of net periodic
postretirement benefit cost, as a reduction of the effects of a negative plan amendment, or
as g part of the accoumting for the effects of a curtailment.

Unrecognized transition asset
The portion of the transition asset that has not been recognized either immediately as the
effect of a change in accounting or on a delayed basis as a part of net periodic
postretirement benefit cost, as an offiet to cerlain losses, or as a part of accomting for the
effects of a settlement or a curtailment.
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Unrecoghized transition obligation
The portion of the transition obligation that has not been recognized either immediately
ae the effect of a change in acconnting or on a delayed basis as a part of net pedodic
postretirement benefit cost, as an offset to certain gains, or as a part of accounting for the
effects of a settlement or a curtailment.
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Footnotes

FAS106, Foomnote 1..Words that appear in the glossary are set in boldface type the first time
they appear.

FAS 106, Fooinote 2—-The accounting for benefits paid after employment but before refirement
(for example, layoff benefits) is a separate phase of the Board's project on accounting for
postemployment benefits other than pensions. The fact that this Statement does not apply 1o
these benefits should not be constried as discouraging the use of accrual accounting for those
benefits.

FAS106, Foomole 3--This Stalement uses the tettn net periodic postretirement benefit cost rather
than net postretivement benefil expense becanse part of the cost recognized in a period may be
capitalized along with other costs as part of an asset such as inventory.

FAS108, Foomote 4--The determination of disability benefits lo be accrusd pursuand to this
Statement is based on the terms of the posiretirement benefit plan defining when a disabled
employee is entitted to postretiroment benefits.

FAS106, Fooinote 5--Postretirement health care benefits are likely to be the most significant in
terms of cost and prevalence, and certain of the issues that arise in measuring those benefits are
unigue. Therefore, much of the langnage of this Statement focuses on postretirement health care
plans. Nevertheless, this Statemeni applies equally Lo all postretirement benefits.

FAS106, Footnote 6--Two Special Reporis prepared by the FASB staff, 4 Guide to
Impiementation of Statement 87 on Employers' Accounting for Pensions, and A Guide to
Implementation of Statement 88 on Employers' Accounting for Settlements and Curtailments of
Defined Benefit Pensian Plans and for Termination Benefits, provide accounting guidance on
implementation questions raised in conneclion with Stalements 87 and 88. Many of the
provisions in this Statement are the same as or are similar to the provisions of Statements 37 and
88. Consequently, the guidance provided in those Special Reports should be useful in )
understanding and implementing many of the provisions of this Statement.

FAS106, Footnote 7—The accumulated postretirement benefit obligation generally reflects a
ratable atfocation of expected future benefits to employee service already rendered in the
atiribution period; the ncermulated benefit obligation under Statement 87 generally reflects the
futnre benefits allocated to employee service in accordance with the benefit formula. In addition,
urlike Statement 87, this Statement implicitly considers salary progression in the measurement of
the accumnlated postretirement benefit obligation of a pay-related plan.

FAS106, Foomaie 3-—-The interest cost component of postretirement benefit cost shall not be
considered interest for purposes of applying FASE Statement No. 34, Capitalization of Interest
Cost.
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FAS106, Footnote 9--For example, a past practice of increasing retiree contribitions annmaily
based on a specified index or formula may appear o indicate that the substantive plan includes a
determinable indexing of the retirees’ anmmal contribntions to the plan. However, if that past
practice of increasing retiree contributions is accompanied by identifiable offsetting changes in
other benefits or compensation, those offsetling changes wontd indicate that the substantive plan
incorporates only the current cost-sharing provisions, Therefore, future increases or reductions
of those cost-sharing provisions shonkd not be incarporated in measiring the expected
postretirement benefit obligation.

FAS106, Footnote 10--By definition, an employer does not have the unilateral right to change a
collectively bargained plan, Thersfors, if the postretirement benefits are the subject of collective
bargairing, the extant written plan shall be the substantive plan unless the employer can
detnonstrate its ability to maintain (a) a consistent level of cost sharing or (b) a consistent
practice of increasing or reducing its share of the cost of the covered benefits in past negotiations
without making offsetting changes in other benefits or compensation of the affected plan
participants or by incurring other significant costs 1o maintain that cost-sharing arrangement.

FAS106, Footnote 11--For putposes of this Statement, a plan that promises to provide retirees a
benefitin kind, such as health care benefits, rather than a dafined dollar amount of benefit, is
considered to be a plan that specifies atomatic benefit changes. (The assumed rate of change in
the future cost of providing health care benefits, the assumed health care cost frend rate, is
discussed in paragraph 39.) Because antomatic benefit changes are not conditional on employees
rendering additional years of service, the full eligibility date is not affected by those changes. A
beneflt in kind inctudes the direct rendering of services, the payment direcdy to others who
provide the services, or the reimbursement of the retires's payment for those services.

FAS106, Footnote 12--For pay-related plans, salary progression is included in measuring the
expected postretirement benefit obligation. For example, a postretirement health care plan may
define the deductible amount or copayment, or a postretirement life insurance plan may define
the amonnt of death benefit, based on the employee's average oy final level of annmal
Ccompensation.

FAS106, Footnote 13--For example, a plan may define the maximum benefit to be provided
under the plan (a fixed cap). In measuring the expected postretirement benefit obligation under
that plan, the projected benefit payments wontd be limited to that cap. For a plan that
automatically adjusts the maximum benefit to be provided mnder the plan for the effects of
inflation (an adjustable cap), the expected postretirement benefit obligation would be measmred
based on adjustments to that cap consistent with the assumed inflation rate reflected in other
inflation-related assumptions. :
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FAS106, Footnote 14.-In some cases, retiree contributions are established based on the average
per capita cost of benefit coverage under an employer's health care plan that provides coverage to
both active employees and retivees. However, the medical cost of the retirees may canse the
average per capita cost of benefit coverage under the plan to be higher than it would be if only
active employces were covered by the plan. In that case, the employer has a postretirement
benefit obligation for the portion of the expected futire cost of the retitee health care benafits
hat are not recovered throngh retiree conlibutions, Medicare, or other providers of health care
benefits.

FAS106, Footmote 15--If significarit, the intemal and external costs directly associated with
administering the postretirement benefit plan also shonld be accrued as a component of assumed
per ¢apita claims cost

FAS106, Footnote 16-.An assumption about changes in the health status of plan participants
considers, for example, the probability that certain claims cosis will be incwred based on
expectations of firure events, such as the likelihood that some retirees will incur claims requirng
technology currently heing developed or that kistorical claims experience for certain medical
needs may be reduced as a result of participation in a wellness program.

FAS106, Footnote 17--For example, a retiree's spouse also may be covered by the spouse's
preseni (or forner) empleyer's health care plan. In that case, the spouse's employer (or former
employer) may provide sither primary or secondary postretirement health care benefits {o the
retiree’s sponse or dependents.

FAS106, Footnote 18--Amortization of the unrecognized transition obligation or asset will be
adjusted prospectively to recognize the effects of (3} a nepative plan amendment pursuant to
paragraph 55, () 2 constraint ¢n immediate recognition of 2 net gain or logs pursnant to
paragraph 80, (c) setilernent accounting pursuant to paragraphs 92 and 93, (d) plan curtailment
accounting pursnant {o paragraphs $7-99, and {e) a constraint on delayed recogrition of the
unrecognized transition obligation pursuant to paragraph 112,

FAS106, Footnote 19--The amortization must always reduce the beginning-of-the-year balance.
Amortization of an unrecognized net gain results in a decrease in net periodic posiretirement
benefit cost; amortization of an unrecognized net loss results in an increase in net periodic
postretirement benefit cost.

FAS106, Foomote 20--For example, the terms of a substantive postretirement health care plan
may provide that any shorifall resulting fiom cunrent year benefit payments in excess of the
employer's stated share of incurred claims cost and retiree contributions for that year is to be
recovered from increased retiree contributions in the subsequent year. The employer may
subsequently determine that increasing retiree contributions for the shortfall in the prior year
would be onerous and make a decision to bear the cost of the shortfall for that year. The
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employer's decision to bear the shortfall represents a change in intent and the resulting loss shall
be recognized immediately. Future decisions by the employer to continue to bear the shortfall
suggest an amendment of the substantive plan that should be accounted for as described in
paragraphs 50-55,

FAS106, Footnote 21--For an indication of factors to be eonsidered in determining the discount
rate, refer to paragraphs 13 and 14 of APB Opinion No. 21, Intercst on Receivables and
Payables. If significant, the fair value of an investment shall reflect the brokerage commuissions
and other costs normally incinred in a sale.

FAS106, Footnote 22--1f the insirance company providing the contract does business primatily
with the employer and related parties {a captive insurer) orif there is any reasonable doutt that
the insurance companty will meet its obligations under the contract, the contract is not an
insurance contract for purposes of this Statement.

FAS106, Footnote 23--The net total of other components is generally the net effect during the
period of certain delayed recognition provisions of this Statement. That net total includes:

2. The net asset gain or loss during the period deferred for later recognition (in effect, an offset
or a supplement to the actual retnm on plan assets)

b.  Amortization of unrecognized prior service cost

<. Amortization of the net gain or logs from earlier periods

d.  Any gain or Joss recognized due to a temporary deviation from the substantive plan
(paragraph 61).

FAS106, Footnote 24--If am insieance contract is purchased from an insurance company
controlled by the employer, the pirchase of the contract does not constitule a settlement.

FAS106, Foomote 25--As discussed in paragraph 112, in measuring the gain or loss subject to
recognition in income when s postretirement benefit obligation is settled, it shall first be
determined whether recognition of an additional amount of any unrecognized transition
obligation is required.

FAS106, Footnote 26.-Because the plan is the unit of accounting, the determination of the effects
of a settlement considers only the unrecognized net gain or loss and unrecognized transition
obligation or assel related Lo the plan for which all or a portion of the accumulated postretirement
benefit obligation is being settled.

FAS106, Footnote 27--For the following types of settlements, the cost of the setllement is:

a. For a cash setllement, the amount of cash paid to plan participants
b.  For a settlement using nonparticipating insurance contracis, the cost of the contracts
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. For a setilement nsing participating insurance contracts, the cost of the contracts less the
amount attributed to participation righls. (Refer to paragraphs 68 and 69.)

FAS106, Foomote 28--A curtailment also may result from terminating the accrnal of additionat
benefits for the future services of a significant number of employees. The loss in that simation is
(2) 2 proportionate amount of the remaining unrecognized prior service cost based on the portion
of the remaining expected years of service in the amontization period that originally was
atiributable to those employees whe were plan participants at the date of the plan amendment and
whose future accrual of benefits has been terminated and (b) a proportionate amount of the
remaining unrecognized transition obligation based on the portion of the remaining years of
service of all participants active at the date of transition that originally was attributabile to the
remaining expected future years of service of the employees whose future accrual of benefits has
been terminated,

FAS106, Footnote 29--Increases in the accumulated posiretirement benefit obligation that reftect
termination benefits are excluded from the scope of this paragraph. (Refer to paragraphs 101 and
102.)

FAS106, Foomnote 30--For example, an employsr may establigh individual postretirement health
cure accounts for each employee, each year contributing a specified amount 1o each active
employee's account. The balance in each employee's account may be used by that etployee after
the employee's retirement to purchase health care insurance or for other health care benefits,
Rather than providing for defined health care benefits, the employer is providing a defined
amount of money that may be used by retirees toward the payment of their health care costs.

FAS106, Footnote 31--The effect of the accounting change and the related income tax effect
shall be presented in the statement of income hetween the captions "extraotdinary items” and "net
income.” The per share information presented on the statement of income shall include the per
share effect of the acconnting change.

FAS106, Appendix A, Footnote 32—For example, an employer may promise to provide
postretitament health care coverage to all employees who render 30 or more years of service.
The ecmployer may carry active employees who become disabled on active stams 8o a disabled
employee continues to accumnulate credit toward postretirement benefits. Measrement of the
expecied postretirement benefit obligation sheuld include an assumption that some employees
who are expected fo receive benefits under the postretirement benefit plan will become disabled
and cease working prior to the date at which they otherwise would have been aligible for
postretitertent health care benefits. The measwrement of the postretirement benefits expected to
be paid to disubled employees would encompass only those benefits expected to be paid during
the period following what otherwise wonld have been their full eligibility date; in this case, the
date at which the employee would have completed 30 years of service. That amount is atributed
e an employee's service to the date the disability is assumed to cecur.
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FAS106, Appendix A, Footnote 33—As used herein, vested postretivement benefit obligation
refers to the actuarial present value as of a particular date of the benefits expected to be paid to or
for retirees, former employees, and active employees assurming they terminated imme diately,
including benefils expected to be paid to or for beneficiaries md any covered dependents of those
plan participants.

FAS106, Appendix A, Footnote 34--For example, the terma of the plan may state that retirees
will receive an annual benefit that is equal 10 (a) 2.5 percent of covered benefits for each year of
service through year 10, {b) 3.0 percent of covered benefits for each year of service in years
11-20, and (¢} 3.5 percent of covered benefits for each year of service in years 21-30.

FAS106, Appendix A, Footnote 35--This Statement uses the term vested benefits in the
accounting sense, not in the legal context. For accounting purposes, vesting refers to an
employee's right 1o receive present ar futurs benefits whether or not the employee remains in the
service of the emplayer. The fact that the benefits do not commenece until after the employee
retires or that additional benefitz may be earned by rendering additional service does not change
the right to the benefits that have been earned and to which the employee would be entitled if the
employee terminated

FAS106, Appendix A, Footnote 36—For example, an employer may promnise to provide
postretirement health care coverage to all employees who xetire from the company (terminate
after meeting the age or service requirements that entitle an employee to immediate pension
benefits); under the tavns of the retirement plan, an employee may retire from the company early
with 30 years of service or al the normal retirement age with less than 30 years of service.
Consequently, for an employee hired at age 25 who renders 30 yvears of consecutive service, the
employer has promised to provide postretirement benefit coverage upon that employee's
termination (retirement) on or afier rendering 30 years of service. Althonugh that employee will
render service beyond age 55, eligibility for the benefits is not conditional upon rendering
additional service, and no incremental benefit is provided for deing so.

FAS106, Appendix A, Footnote 37--The cost of any related curtailment would be determined
scparately pursuant to paragraphs 97-59.
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